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Proposed Changes to the Unemployment Insurance Program 


INTRODUCTION 


The Government is committed to preserving an Unemployment 
Insurance (Ul) program that provides protection for Canadians 
who have lost their jobs and are seeking work. 


The Ul measures announced in the Budget and to be legislated 
immediately are necessary to create jobs. They will stabilize the 
UI premium rate while maintaining the financial integrity of the 
program. The proposed actions also begin a process of 
reforming UI, a process which will be continued in the broader 
reform of the social security system. In that context, the 
proposed UI changes may be regarded as interim and could be 
superseded by the results of the broader reform. 


The Social Security Reform Strategy will be the forum for 
wide-sweeping changes to modernize Canada's social safety 
net. A dialogue with Canadians and the full participation of 
provincial governments will be an important part of that process. 
The Minister of Human Resources Development (HRD) will 
present an Action Plan for reform in April and the Standing 
Committee on Human Resources Development will soon begin 
public hearings culminating in a report to Parliament in the Fall. 
New legislation will be introduced before the end of 1994. 


The need for early action on Unemployment 
Insurance 


At the end of 1993, the Ul Account showed a cumulative deficit 
of approximately $6 billion. In December 1993, the Minister of 
HRD announced a premium rate for 1994 of $3.07 for every 
$100 of insurable earnings. This was the minimum premium rate 
required by law. !n order to provide an economic climate 
conducive to the creation of jobs, it was also announced at the 
time that in 1995, the premium rate would not be allowed to 
increase to the required statutory rate of approximately $3.30 but 
would be frozen at $3.07 and that program expenditure 
reductions were required to offset the revenue loss from the 
decision to freeze the 1995 premium rate. 
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PROVIDING PREMIUM RELIEF AND 
OPPORTUNITIES FOR JOB CREATION 


The Ul measures proposed in the Budget will enable the 
government to rollback the Ul premium rate for 1995 to $3.00 
and offset the revenue shortfall. These changes will reduce UI 
program expenditures by $725 million in 1994-95, and by 

$2.4 billion in 1995-96 and 1996-97. The rate would remain at 
$3.00 in 1996. Better than anticipated economic performance 
and the state of the Ul Account could permit even further 
reductions. 


The rollback in the premium rate will provide significant financial 
relief to businesses. By the end of 1996 there will be 40,000 
more jobs in the economy than could be expected if premiums 
were allowed to rise. 


As well, the premium reduction will help to lighten the economic 
burden for all Ul contributors. Since 1989, premium payments 
by both employers and workers have doubled. 


The proposal 


The proposed changes to the UI program are designed to 
promote job creation, adequacy and fairness by: 


wm strengthening the link between work history and UI eligibility 
by changing the method used to determine how long a person 
can receive benefits and by increasing the minimum amount of 
time a person needs to work to qualify for Ul from 10 weeks 
oy 2 


mw reducing the effect of regional unemployment rates on how 
long a person would collect Ul while continuing to recognize 
the need for additional assistance for claimants who live in 
areas of high unemployment; 


wm augmenting benefits for individuals with low earnings and with 
dependants, in recognition of the greater need of these 
families; and 


a improving the fairness of the Ul program by amending and 
Clarifying how the Voluntary Quit and Misconduct provisions 
are applied. 
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IMPROVING THE LINK BETWEEN WORK 
HISTORY AND UI BENEFITS 


The number of weeks for which claimants can collect benefits is 
based on both the number of weeks worked in the past year and 
on the unemployment rate where they live. 


The Government proposes to amend the present Ul benefit 
schedule to provide a better linkage between the length of work 
and the duration of Ul benefits, while maintaining sensitivity to the 
needs of the varying labour market conditions which prevail 
across the country. 


The new benefit schedule will improve the link between work 
history and UI benefits. 


Formula for the proposed benefit schedule 


The length of time a person can collect benefits is determined by 
combining the “work component” and the “regional 
unemployment component”: 


Work Component 
Part 1 — applies to the first forty weeks worked 


gw Up to 20 weeks of benefits (“one-for-two”), based on one 
week of benefits for every two weeks of work for the first 
AO insured weeks of work (“one-for-two”). 


Part 2 — applies to the weeks worked beyond forty 
a Up to 12 weeks of benefits, based on one week of benefits for 
each week of work beyond the first 40 weeks. For example, a 


person who has worked 52 weeks or more would receive up 
to 12 weeks of benefits (“one-for-one”) under this part. 


Regional unemployment component 


a Up to 26 weeks, based on two weeks of benefits for every 
percentage point by which the regional unemployment rate is 
above 4%. 

Claimants in all regions with an unemployment rate below 6% 

would be entitled to the same level of benefits under this 

component. 


Under the new approach, people will be able to collect benefits 
for up to 50 weeks, as is the case now. 
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To calculate how long a person can collect benefits, it is only 
necessary to determine how long a person worked in the 
previous 52-week period (as noted in the Record of Employment 
provided by the employer) and the regional unemployment rate 
(which is published monthly by Statistics Canada and can be 
obtained from any Canada Employment Centre office). 


The proposed benefit schedule can be found in Annex |. 


What's different about the new approach? 


The proposed benefit schedule remains sensitive to varying 
labour market conditions across Canada and the need to provide 
for additional weeks of assistance in areas of high 
unemployment. Thus, claimants in high unemployment regions 
will continue to receive benefits for a longer period than their 
counterparts with the same number of weeks of work in a region 
of low unemployment. 


Under the present approach, claimants can collect benefits for 
up to 32 weeks based on the unemployment rate where they 
live. Under the new schedule, people will be allowed to collect 
benefits for up to 26 weeks, due to the regional unemployment 
component. 


A major feature of the new schedule will be to put more 
emphasis on longer term work attachment in determining a 
claimant's total benefit entitlement. For example: 


Current Approach New Approach 


The first 20 weeks of work | 17 weeks of benefits 10 weeks of benefits 
provides: 
Weeks 40 to 50 of work 5 weeks of benefits 10 weeks of benefits 
provide: 


Overall, under the work component, people will be able to collect 
benefits for up to 32 weeks, compared to 35 weeks as is 
available under the current approach. 


The proposed schedule also increases to 12 weeks from 10 the 
minimum number of work weeks necessary to qualify for UI. 

Under the current schedule, people can collect Ul after working 
10 weeks if the regional rate of unemployment is 16% or higher. 
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In the future, people will be able to collect Ul after 12 weeks if the 
unemployment rate where they live is 13% or higher 
(see Annex Il). 


In summary, the changes will require claimants to work for longer 
periods in order to be eligible for the same number of weeks of 
benefits. 


For example, a claimant with 36 weeks of work and living in an 
area of 12-13% unemployment is entitled to 50 weeks of 
benefits under the present schedule. In order to have the 
same entitlement under the proposed schedule, the same 
individual will have to work for 52 weeks. 


Important facts 


On average, about 25% of claimants collect all the benefits 
they are entitled to receive. For example, in 1992 UI claimants 
were on average eligible for a maximum of 45 weeks of 
benefits, but actually collected for only 26 weeks. Thus, the 
actual reduction in benefit weeks paid to claimants will be 
much less than is suggested when we simply compare the old 
and the new benefit schedules. Under the new schedule the 
average number of weeks of benefits payable would be 

35 weeks. 


Many UI claimants enter the program with 40 or more weeks 
of work: 


_ 18% have more than 52 weeks of work; 
- 45% have more than 40 weeks of work. 
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Example 

Question | have 44 weeks of insurable work in the past year, 
and live in a region of 13% unemployment. How 
long can | collect benefits? 


Answer 42 weeks 


The answer to this question can be found by 
looking at the schedule in Annex |, or by applying 
the formula as follows: 


Work component: 24 weeks 


Part l 


On the basis of “one-for-two” weeks of benefits in the 
first forty weeks of work, the claimant will be entitled to 
the maximum of 20 weeks of benefits. 


Part 2 


On the basis of “one-for-one” week of benefits for each 
week of work beyond the first forty, the claimant will be 
eligible to four weeks of benefits. 


Regional unemployment component: 18 weeks 


A 13% unemployment region is 9 percentage points over the 
4% starting point. Because two weeks of benefits are paid for 
every percentage point in the unemployment rate above 4%, 
the claimant will receive 18 weeks of benefits. 


In total, therefore, the individual will be entitled to benefits for 
42 weeks. 


Under the current schedule, the same claimant would be 
entitled to benefits for 50 weeks, of which 26 weeks were 
earned through their previous work history and 24 weeks were 
based on the unemployment rate. 


In order to receive 50 weeks of benefits under the proposed 
schedule the same claimant will now require at least 52 weeks 
of work (ten more than under the current schedule). 
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PROVIDING ASSISTANCE FOR THOSE IN 
GREATER NEED 


Canada's Unemployment Insurance program links benefits to an 
individual's earnings and not to other circumstances such as 
family status, dependants or needs. This distinguishes the 
present Ul program from other social security programs which, in 
determining a person's eligibility, often take into account family or 
economic circumstances. 


Throughout the first three decades of its history, however, the Ul 
program took such factors into account. For example, from 1971 
to 1976, Ul benefits were in part determined on the basis of 
whether or not the claimant had dependants and low earnings. 


With today's economic conditions, many households are under 
financial stress, even though most families now contain two 
earners. Indeed, average family incomes have not grown in real 
terms (after inflation) since the mid-1970s. The reasons for this 
are many and include: increased part-time employment, higher 
unemployment, an increased proportion of one-parent families 
and slow growth in individual earnings. On account of these 
economic and social circumstances, the Government proposes 
to reintroduce a two-level benefit rate within the Ul program. 


Under the current program, all claimants are subject to a benefit 
rate of 57%, which is applied to average insured earnings. The 
proposal will provide enhanced income protection at 60% of 
insured earnings to those with greater need. The Government 
will reduce the benefit rate for all other claimants to 55%. 


Claimants will be eligible for the higher rate if they meet two 
conditions: 


w low insured earnings, and 
m dependants. 


To qualify for the higher benefit rate, the claimant must have 
insured earnings at or below half of Maximum Insurable Earnings 
and have dependants. In 1994 this low earnings cutoff is $390 
per week. It is estimated that about 15% of UI claimants will be in 
this group. 
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Necessary adjustments will be made to avoid the situation where 
a claimant with dependants and, for example, insured earnings of 
$391 receives less at the 55% benefit rate than another claimant 

with $390 insured earnings. 


Examples of the two-level benefit rate 
Example 1 


An individual earning $390 per week and 
dependants: 


Proposed Weekly Benefit Rate 
$390 x 60% = $ 234/week 
Current Weekly Benefit Rate 
$390 x 57% = $ 222/week 


The individual will receive $12 per week more under the 
proposed schedule. 


(Individuals in the earnings range of $391 to $425 
will also receive $234/week). 


Example 2 
An individual earning $440 per week with no dependants: 
Proposed Weekly Benefit Rate 
$440 x 55% = $ 242/week 
Current Weekly Benefit Rate 
$440 x 57% = $ 251/week 


The individual will receive $9 per week less under 
the proposed schedule. 
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AMENDING THE “VOLUNTARY QUIT AND 
MISCONDUCT”? MEASURES 


In April 1993, provisions were introduced to address the issue of 
Voluntary Quits (VQ) and Misconduct. These measures 
prevented individuals who quit their jobs without just cause or 
who had been released from employment for reasons of 
misconduct from collecting UI. 


To be eligible for UI the individual must show that there was "just 
cause " for leaving. Ul legislation and guidelines set out some 
40 "just cause" reasons, including: obligation to accompany a 
spouse, discrimination, obligation to care for a child or a member 
of the immediate family, and sexual or other harassment. In 
addition, administrative improvements were made to ensure fair 
and equitable application of the law. 


Despite these steps, concerns remain about fairness in cases of 
suspensions and leaves of absence, and when a person quits 
shortly before a known layoff. Also, the onus of proof on the 
claimant for cases of voluntary quits is perceived to be onerous. 
Changes to the VQ provisions are therefore proposed to provide 
greater fairness in the application of the law. 


Suspensions 


Under the current approach, a worker who is Suspended from a 
job for more than a week is considered to have been fired for 
misconduct. As a result, any period of time they worked before 
the suspension is not counted if they apply for UI after the 
suspension is over. The person then has to work the required 
number of weeks to qualify for benefits at a later date. 


However, if during that new qualifying period the person loses 

employment for some reason not related to the suspension, such 
as the closure or downsizing of the business, they are not eligible 
for Ul benefits. This treatment is unfair as there is a considerable 
distinction between being temporarily suspended and being fired. 


An amendment to the UI! Act will therefore be introduced to 
specify that the suspension period should not be treated as a 
loss of employment due to misconduct. In the event the worker 
was then subsequently laid off for reasons beyond his or her 
control, a Ul claim could be established using all the weeks of 
insurable employment prior to and following the suspension. 

Of course, the individual would not be entitled to UI during the 
suspension. 
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Leaves of absence 


A leave of absence has always been considered to be a voluntary 
separation from employment. This means that under the current 
rules, individuals who return to work after a leave of absence 
must requalify for Ul. However, as in the case of Suspensions 
described above, this is unfair if a worker is Subsequently laid off 
for an unrelated reason. 


The proposal will clarify the rules so as to not penalize workers 
who return to the workforce. 


Claimants will not be disqualified from UI! benefits after an unpaid 
leave of absence if: 


m the unpaid leave of absence was authorized by the employer; 


m the leave of absence covered a fixed period (with a 
mutually-agreed to date of return); 


gw the employee returned to work on the specified date or earlier; 


aw the claim for benefits is filed after the person loses his or her 
job as a result of a cessation of work for a reason which is not 
connected with the unpaid leave of absence. 


Quits prior to a known layoff 


It is unfair to entirely deny all Ul benefits to a claimant who quits a 
job one or two weeks before it would have ended in any event. 


The legislation will be amended to limit the penalty for such 
exceptional cases to a comparable reduction in the overall length 
of time the claimant could receive benefits (as per the above 
example—one or two weeks) . 


Benefit of the doubt 


A criticism of the VQ measures is the degree to which the onus of 
proving "just cause" for leaving employment falls upon the 
claimant. 


This can be a concern especially in cases such as sexual 
harassment where claimants may worry about being subjected to 
extensive questioning of a personal nature and the possibility of 
having to face the perpetrator in the case of an appeal. 


To offset these concerns, several measures were implemented in 
April 1993. For example, agents are now required by law to 
gather the facts from both parties before rendering a decision 
and, by policy, the benefit of the doubt must be given to the 


10 
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claimant. In addition, the Ul Act was amended to permit in 
camera appeal hearings in cases of sexual or other harassment. 


Nevertheless, the fact that the onus of proof is on the claimant 
can appear threatening. For example, there are some situations 
in which the information obtained from both parties may vary. 
The evaluation of the credibility of the information and statements 
in such a case is particularly crucial. It is therefore proposed that 
the legislation be amended to enshrine the notion that, in such 
cases, the benefit of the doubt must be given to the claimant. 
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IMPLEMENTATION 


It is anticipated that the proposed UI legislative changes will be 
tabled as part of the Department of Finance's omnibus Budget 
Bill. Subject to the approval of Parliament, these changes will 

come into force for new claims begun on or after July 3, 1994. 


However, changes to the benefit schedule will be applied to 
claims begun on or after April 3, 1994. If the legislation becomes 
effective on July 3 as proposed, no claimant will be affected with 
less than 3 weeks of benefits remaining. 


On January 1, 1995, the premium rate will be set at $3.00. This 
rate will apply to the two full calendar years 1995 and 1996 rather 
than the anticipated statutory rates of approximately $3.30 and 
$3.25 respectively. However, if better than anticipated economic 
performance and the state of the Ul Account permit further 
reductions, the 1996 premium rate could be even lower. 
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IN SUMMARY 


The proposed changes to UI will improve the linkage between 
work and benefits while enhancing adequacy and fairness in the 
provision of income support. The changes will contribute 
significantly to job creation by providing premium relief beginning 
on January 1, 1995. 


The UI program is an integral component of the social security 
system and its structure and role will be addressed in the reform 
process already under way. The proposed UI changes are 
therefore interim measures which may be superseded by the 
outcome of the Social Security Reform Strategy. 
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BASIC FACTS ABOUT UI 1/2 


Maximum insurable earnings (MIE) 


— $780/week in 1994; automatically indexed annually based 
on an eight-year rolling average which takes into account 
average increases in wages and salaries; 


— 79% of workers have incomes at or below the current 
MIE level. 


Premiums 

In 1994: 

— employees: $3.07 per $100 of insurable earnings; 

— employers: 1.4 times the employee rate, or $4.30 per $100; 
— maximum weekly contributions are $23.95/$33.52; 

— maximum annual contributions are $1,245/$1,743. 


Increases since 1989 From To 
— inthe premium rate $1.95 $3.07 
- MIE $605 $780 
— Annual contributions 
m employees $614 $1,245 
mw employers $859 $1,743 


Statutory rate (without the proposed changes) 
— in 1995 approximately $3.30 
— in 1996 approximately $3.25 


Proposed rate in 1995 $3.00 
(rate reduction made possible on account 
of program changes) 


(cont.) 
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Benefit rate 2/2 

Current rate: 

— 57% of insured earnings; 

— present maximum weekly benefit is 57% of $780, or $445. 

Proposed two-part rate: 

a) 60% for claimants with low insured earnings and with 
dependants: for a maximum benefit of $234/week; 

b) 55% for all other claimants with a maximum of $429/week. 


Benefit payments - 1992 data** 

— 3.7 million Canadians received benefits 

— average length of employment: 35 weeks 
— average benefit entitlement: 45 weeks 

— average benefit period: 26 weeks 

— average weekly benefit paid: $252.50 

— average benefit paid: $6,613 


Size of the UI program — 1993 Calendar Year 


Total benefit payments $18.3 billion 
— Regular benefits $14.6 billion 
— Special benefits $1.7 billion 
— Developmental uses (DU) $1.7 billion 
— Fishermen’s Ul $0.3 billion 
Administration costs $1.3 billion 


Cumulative deficit in 
the Ul Account as 
of December 31, 1993 $6.0 billion 


** most recent year for which complete data is available. 
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ANNEX I 


PROPOSED NEW BENEFIT ENTITLEMENT 
SCHEDULE 


(length of UI claim depending on weeks of work and 
regional unemployment rate) 
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ANNEX I (continued) 
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ANNEX II 

If the unemployment rate You will need at least 
in your region is... 

6 % and under 20 weeks 
over6 %to7 % 19 weeks 
over 7 % to 8 % 18 weeks 
over 8% to 9 % 17 weeks 
over 9 % to 10 % 16 weeks 
over 10% to 11% 15 weeks 
over 11 %to12% 14 weeks 
over 12% to 13 % 13 weeks 
over 13 % 12 weeks 
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